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In $million KEY ECONOMIC INDICATORS 
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SUMMARY 


Nigerian economic prospects are better than ever. Buoyed by 

vast oil earnings that provide most of government revenue and 
export and foreign exchange earnings, the FMG is now concerned 
with using oil revenues to provide a better standard of living 
for its citizens. To reach this goal the FMG has settled ona 
sweeping $50 billion five-year development plan that will leave 
no segment of the economy untouched. The decision by the Federal 
Military Government to remain in power after 1976 should provide 
the political stability necessary. to promote continued economic 
development. 


GDP in current terms has soared to $22.6 billion and following 
a projected annual growth rate of 9.1% should reach $35 billion 
by 1979-80. The favorable balance of trade for 1974 should 
approach $8 billion and foreign exchange assets had climbed by 
September to $4 billion. Even more oil income resulted from the 


FMG's decision to acquire as of April 1, 1974, 55% equity in 
producing companies in Nigeria. Invitations to expatriate banks 
to open merchant banks in Lagos have been accepted by several 
international banking institutions and the skills and expertise 
they bring to the local market should further stimulate development. 
The thorny problem of inflation, despite government steps to halt 
it, continues to be cause for concern. 


The so-called indigenization decree reserving certain activities 
to Nigerians, has come into effect, but Nigeria still wants and 
needs foreign investment. To this end the FMG and the US in 
August signed an investment guarantee agreement expected to be 
ratified shortly. With acceleration of the current economic boom 
likely, investment and sales prospects for overseas businessmen in 
Nigeria have never been brighter. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


Policy Measures 


In his October 1 National Day speech the Head of State outlined 
details of the Third National Development Plan which he said is designed 
to bring about a radical transformation of the national economy and to 
improve significantly the standard of living of every citizen in the 
country. So ambitious is the proposed $50 billion five-year plan that 
even if only partially fulfilled its impact on the Nigerian economy and 
people will be large. Funded by vast oil revenues, development is 
clearly Nigeria's prime economic goal. With foreign exchange assets 
accumulating at the rate of three to four hundred million dollars per 
month this year and for the forseeable future the only constraints to 
the development program may be limitations of managerial and technical 
expertise, but the FMG is determined to overcome these limitations, In 
mobilizing the human and financial resources necessary to meet the 
challenge of development Nigeria offers to her trading partners and 
to potential investors opportunities unparalleled in Africa, 


The inflation currently plaguing most of the world's economies 
has not spared Nigeria and concern continues to be evidenced here 
over accelerating price rises despite determined government efforts to 
stem inflation. Most observers feel the official rate of inflation 
of 6.1% for 1973 is decidedly on the low side, and even the 13.4% 
official rate for first half 1974 may understate the case by 4-5 points. 
Blame for spiraling prices has been fixed primarily on imported 
inflation, the Sahelian drought which pushed up the prices of domestic 
foodstuffs, and an unprecedented construction boom which has caused 
the cost of the whole range of building materials to soar, 


The main thrust of this year's budget was that the FMG intended 
to act to contain rising prices, Substantial cuts were announced in 
tariff and excise duties on a wide range of raw materials and consumer 
goods and these were followed by Price Control Board action to pass 
the cuts along in the form of newly lowered and controlled retail 
prices, To reduce further the cost of imports monetary authorities 
in April began gradually to upvalue the Naira and by July it had been 
appreciated by 6.7% against the dollar and a like amount against 
sterling. Since that time it has been stable vis-a-vis the dollar 
but has continued slight upward movement against the pound. These and 
other anti-inflationary steps are likely to continue to have but limited 
success in the face of steady upward movement of prices in the 
industrialized countries from which Nigeria imports over 80% of its 
capital and consumer goods, and the expanding domestic boom. Moreover, 
the respite gained from a two-year freeze on wages of salaried employees 
will end early in the new year when the FMG grants the new wage scales to 
which it is committed. Expectations of sizeable increases are universal and 





further upward pressure on prices is inevitable. Finally, the effect 
of Nigeria's swollen foreign reserves and ambitious development schemes 
on money supply, which grew in the year ending in June 1974 by over 344%, 
will further complicate the FMG's efforts to keep the lid on prices. 


While the final reckoning is still to be announced the implementa- 
tion of the Nigerian Enterprises Promotion Decree (NEPD) of 1972, which 
stipulated full or partial Nigerian ownership of various business 
activities, is well on its way to completion. Out of a total of 954 
affected businesses, 740 are now owned in full or in part by indigenous 
businessmen, at a cost of some $132 million, From all accounts the FMG 
has carried out this transfer to Nigerian ownership in emminently 
reasonable fashion. 


On October 1 General Gowon announced that the military would not 
bow out of power in 1976 as had been envisioned. Despite disappointment 
in some quarters the decision generally has been well accepted and the 
outlook is one of continued stability. The business community specifically 
has welcomed the move, believing it likely to foster the political climate 
necessary if Nigeria's economic progress is to continue uninterrupted. 


Growth and Development 


In his October 1 speech, General Gowon predicted that 1974-5 GDP in 
current terms would reach $22.6 billion, (The Central Bank series customarily 
used in these trends reports expresses GDP in factor cost at constant 1962/3 
prices; on this basis the figure for fiscal year 1973-4 is $9.4 billion and 
with a growth rate this year of 94, would be slightly in excess of $10.0 
billion in 1974-5. The FMG is reportedly set to change its base year to 
1974-5.) Following a compound growth rate of 9.1% annually, GDP in constant 
1974-5 terms is expected to grow by 1979-80 to $35.0 billion. It is 
expected that the proportion of national income accounted for by agriculture 
and mining, currently 72%, will be lowered by 1980 to 60%. One third of the 
$50 billion in new investment over the next five years is to come from the 
private sector, for which no details are currently available, 


The Chief of State did, however, give a sweeping preview of the more 
than $32.0 billion in planned government expenditures. The largest outlay, 
nearly $10.0 billion, has been allocated to the industrial sector, and 
foremost among FMG plans to industrialize is the construction during the 
plan period of two Liquefied Natural Gas projects, costing together over 
$3.4 billion. In addition to the construction of two new oil refineries 
at Warri and Kaduna, the existing Port Harcourt refinery is to be expanded, 
while one or more export oriented refineries with a capacity of 600,000 
barrels per day will also be established. These projects will cost close 
to $200 million, Establishment of three new cement plants and expansion 
of three existing ones will be undertaken, at a cost in excess of $350 million. 





The second largest increment of Plan outlays, $6.7 billion, will go to 
the transport sector, of which more than $5.5 billion will be spent on 
upgrading the nation's roadway system. An additional $650 million has 
been set aside for improvemert of the rail system while a slightly lower 
figure is earmarked for air transportation. 


Of the more than $5.0 billion planned expenditures in regional 
development, which includes sewerage, water supply, and town and country 
planning, over $3.0 billion is for housing alone. Defense needs will 
account for $3.6 billion, allocated for the provision of arms, equipment, 
vehicles, offices, barracks, hospitals, and schools, With universal 
primary education scheduled to begin in 1976, needs in this field are 
vast, and $3.2 billion has been budgeted. In the agriculture sector, 
nearly $2.3 billion is to be spent on the distribution of 960,000 tons 
of fertilizer, the irrigation of 1.4 million acres of land and the planting 
of 3.6 million acres of cereals and 1.5 million acres of root crops, 

Other sectors ticketed for large expenditures include health ($1.0 billion), 
water transport ($627 million), information ($326 million) and power 

($264 million). FMG decisions are imminent on a range of major projects, 
some carryovers from the second plan, in which it will have equity parti- 
cipation, including the LNG projects, petrochemicals, nitrogenous 
fertilizer, the Warri oil refinery, truck assembly and cement. Other 


industrial projects already underway or planned include automobile assembly, 
salt, sugar, glass, pulp and paper and superphosphates. Granting that 
limits on technical and executive capacity may keep Nigeria's plans from 
being fully realized, it is nevertheless clear that vast amounts will be 
spent and that unprecedented business opportunities will result. 


Petroleum accounted for 92% of the value of the nation's exports 
during the first six months of 1974. The percentage is similar for foreign 
exchange earnings, and later statistics will undoubtedly reveal that on 
order of $9 of every $10 of government revenue accrues from petroleum 
operations. Production of crude oil is now 2.3 million barrels per day, 
and the Third Development Plan envisages a continued increase of about 
10 per cent a year, With a posted price of $14.69 per barrel, weighted 
average government take (including profit from government oil "sold back" 
to the producing companies and oil sold directly to third party customers) 
is approximately $11.00. Along with indigenization of other sectors of the 
economy, the FMG as of April 1 acquired 55% equity in the oil producing 
companies in Nigeria. Nigeria is now the world's sixth largest producer 
of crude oil and is second only to Canada as a supplier to the United States. 


The buoyancy current in Nigeria's economy due to oil revenues does 
not carry over to the agricultural sector where some seventy percent of the 
country's people still earn their living. The failure of Nigerian farmers 
to adopt modern methods has meant that production of such traditional 
export crops as cocoa, palm kernels and peanuts, which for years provided 
the bulk of Nigerja's hard currency earnings, has stagnated, Although most 
of Nigeria was spared the worst effects of the Sahelian drought, that 





catastrophe did result in severely lower production in the country's 
northern tier. Marketing Board purchases of peanuts in the first six 
months of 1974 were on the order of 50,000 tons, about one-tenth the 
size of the previous year's purchases, Cotton, which brought in nearly 
$5 million in foreign exchange earnings in the first half of 1973 simply 
ceased to exist as an export crop in the January-June 1974 period. Once 
one of the world's leading exporters of palm oil, Nigeria was forced 
during the past year to begin to import this commodity. 


In view of burgeoning oil revenues, declining agricultural exports 
could be accepted in the short term. More unsettling to the FMG, however, 
is the country's growing inability to feed itself and consequently rising 
imports of food. Although rainfall in 1974 has been excellent and record 
harvests may result, there is widespread recognition that the fate of 
this vital sector cannot be left to chance. Accordingly, the FMG has 
given top priority to rejuvenation of the agricultural sector and steps 
designed to insure that supply is adequate to meet growing domestic 
consumption and to provide a better return to the nation's farmers are 
in train, In his budget message the Head of State announced substantial 
increases in producer prices for peanuts, palm oil, palm kernels, cotton 
and cocoa, In addition to the vast irrigation and food and tree crop 
production schemes he announced on Independence Day, the guidelines for 
the Third Development Plan contain an ambitious collection of such govern- 
ment plans and projects as price and tax incentives, agricultural credit, 
extension and marketing services, storage and marketing facilities and 
direct government participation in production of food grains, cattle and 
fish. 


Trade and Finance - Welcome as Nigeria's 1973 favorable trade balance 
of $1.6 billion was, it may pale into insignificance when compared with 
this year's. Projecting the first half surplus of $3.8 billion, Nigeria 
should sell this year nearly $8 billion worth of goods more than it will 
buy. At the same time there has been a massive accumulation of foreign exchange 
reserves, which grew from $600 million in December 1973 to over $4 billion by 
September, Reserves are likely to continue piling up at the same or an even 
greater rate until the FMG begins to draw down on them to finance develop- 
ment expenditures, The balance of payments swing from a deficit in 1972 
of $66 million to a surplus in 1973 of $268 million and should comfortably 
surpass that figure this year. This despite increased imports and capital 
outflows, especially ~yments to oil companies for equity participation, 
some $150 million in the first half of this year alone. 


An FMG move with significance not only for the banking community but 
for the entire economy was the decision to allow expatriate banks to 
establish merchant banking operations in Nigeria. The merchant banks will 
provide full commercial services, but in addition are expected to bring 
greater sophistication to the local market and undoubtedly have a role to 
play in industrial diversification and in the development program. Several 
of the largest American banks have been quick to seize this opportunity with 





the result that the American banking presence in Lagos will have grown 
within a year from one to at least six, and the door is still open, 
First National of Chicago has now joined the two non-US merchant banks 
already in operation here, and both Chase Manhattan and First National 
City will open their doors in short order, Morgan Guaranty, with local 
and British partnership, expects to begin merchant banking shortly 
after the new year, and Bankers Trust now has a representative office 
in Lagos. Bank of America, the only US commercial bank in Nigeria, 
opened a branch in Kano during the year, its second outside Lagos, 


Simultaneously with its announcement of the new oil revenues 
anticipated for 1974/75, the FMG also announced abolition of the 90-day 
delay in release of foreign exchange to pay for imports. With the 
exception of capital goods valued at more than $160,000 for which special 
arrangements exist, the Central Bank now authorizes payment on receipt 
of customs documents. In practice delays of up to two months before 
payment is received are not unusual. Remittance of earnings and dividends, 
previously available for repatriation only through the first quarter of 
1972, has also been put on a current basis. 


The FMG has declared full support of the principle of Nigerian control 
of the “commanding heights of the economy" and has decreed full or partial 
Nigerian ownership of the 55 activities listed in the Enterprises Promo- 
tion Decree. However, the FMG recognizes that full development of the 
Nigerian economy will be a difficult proposition without foreign invest- 
ment, and Nigerian officials welcome proposals which will benefit the 
local economy and at the same time provide a reasonable return to the 
overseas investor. Some Nigerian equity participation in new ventures is 
necessary in most cases. Beyond this the FMG is especially desirous of 
industries which utilize local raw materials and of training programs 
which impart the expertise necessary to allow Nigerians quickly to move 
into upper level technical and managerial positions, 


IMPLICATIONS FOR THE UNITED STATES 


The U.S. suffered a trade imbalance with Nigeria in 1973 of $600 
million, a deficit likely to grow in 1974 to around $2.5 billion, We 
have become Nigeria's most important customer, taking about 27% of 
Nigerian exports of crude oil, but our exports to Nigeria have stagnated 


at 10-11% of the market. Hopes for erasing this huge deficit are 
unrealistic, but with the abundant sales and investment opportunities 


current in Nigeria there is no reason why US businessmen cannot increase 
their exports to Nigeria. In addition to the obvious needs for oilfield 
and process plant equipment the best prospects for US sales in this market 





appear to be in the areas identified by the Embassy as priority 
product categories, i.e. energy and communications equipment and 
systems; building and construction supplies and equipment; agri- 
cultural machinery, services and equipment; business equipment and 
systems; health care equipment, instrumentation and services; food 
processing and packaging equipment; and materials handling equipment. 


Nigeria and the United States on August 3, 1974 signed an invest- 
ment guarantee agreement providing for political risk coverage for 
new American investment in Nigeria. The agreement will come into 
force upon the exchange of diplomatic notes ratifying the agreement, 
which should be accomplished shortly. This is clear evidence of the 
FMG's open door policy towards new investment, and particularly US 
investment. In sales, the return is likely to be in direct proportion 
to time and energy expended. US firms that make a serious effort to 
discover opportunities are finding them. The time and effort necessary 
to do business in Nigeria are often greater than elsewhere; so are the 
rewards. A new class of entrepreneur is developing in Nigeria, one that 
does not have the traditional ties to Europe, but that regards American 
goods favorably and is eager to develop ties with American suppliers, 


The initial stages of investment or sales efforts are not easy, but for 
firms willing to accept the complications of doing business in Nigeria 
the rewards can be considerable, 
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CURRENT 
INDUSTRIAL REPORTS 


Keep up-to-date with Bureau of the 
Census data covering over 5,000 
products representing 40% of all 
manufacturing in the United States! 


The Bureau of the Census issues a 
continuing series of more than 100 
monthly, quarterly, and annual reports 
on industrial production...inventories... 
and orders. Broad categories listed 
in the Current Industrial Series include: 


All Manufacturing Industries 
Manufacturers’ Shipments, Inven- 
tories, and Orders 


Manufacturers’ 
Orders 
Shipments of 


Industries 


Export Sales and 


Defense - Oriented 


Processed Foods 

Textile Mill Products 

Apparel and Leather 

Lumber, Furniture, and Paper Products 
Chemicals, Rubber, and Plastics 
Stone, Clay, and Glass Products 
Primary Metals 

Intermediate Metal Products 
Machinery and Equipment 


For further information on all reports 
included in these categories, frequency of 
reports, subscription prices, and a 
publications order form, free of charge, 
write to the Publications Distribution 
Section, Social and Economic Statistics 
Administration, Washington, D.C. 20233. 


U.S. DEPARTMENT OF COMMERCE 


Social and Economic Statistics Administration 


BUREAU OF THE CENSUS 





One sure 
way to be 
an informed 
business 
executive ... 


This information-packed biweekly magazine of the U.S. 
Department of Commerce gives you the facts from the experts 
on the economy, domestic and international business, energy 
management, and a variety of other subjects of vital interest 
to anyone in the business world. 


Take advantage of the substantial price reduction—send your 
check or money order for $29.80 and the coupon below for a one- 


year subscription to Commerce loday 


SUBSCRIPTION ORDER FORM 


ENTER MY SuBscRiPTiIonTo _—‘ Commerce Today 

at $29.80 . Add $7.45 for foreign mailing. No additional postage is required for mailing CT Remittance Enclosed 
within the United States, its possessions, Canada, Mexico, and all Central and South American (Make checks payable 
Countries except Argentina, Brazil, British Honduras, French Guiana, Guyana, and Surinam. For to Superintendent of 
shipment to all other foreign countries include additional postage as quoted for each periodical or Documents) 
subscription service. 


. z Charge to my Deposit 
Send Subscription to: Account No. 


NAME -FIRST, LAST 


COMPANY NAME OR ADDITIONAL ADDRESS LINE 


STREET ADDRESS MAIL ORDER FORM TO: 
Superintendent of Documents 


STATE Zip Government Printing Office 
es sink _— 


PLEASE PRINT 
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